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Reduction permitted by section
167(f) ........................................... 300 ..............

200

Amount to be depreciated over the useful life ........ 2,800

D’s depreciation allowance on the station
wagon for the year 1963 would be $700 ($2,800
divided by 4, the remaining useful life).

[T.D. 6712, 29 FR 3654, Mar. 24, 1964, as amend-
ed by T.D. 6838, 30 FR 9064, July 20, 1965]

§ 1.167(g)–1 Basis for depreciation.
The basis upon which the allowance

for depreciation is to be computed with
respect to any property shall be the ad-
justed basis provided in section 1011 for
the purpose of determining gain on the
sale or other disposition of such prop-
erty. In the case of property which has
not been used in the trade or business
or held for the production of income
and which is thereafter converted to
such use, the fair market value on the
date of such conversion, if less than the
adjusted basis of the property at that
time, is the basis for computing depre-
ciation.

[T.D. 6500, 25 FR 11402, Nov. 26, 1960. Redesig-
nated, T.D. 6712, 29 FR 3653, Mar. 24, 1964]

§ 1.167(h)–1 Life tenants and bene-
ficiaries of trusts and estates.

(a) Life tenants. In the case of prop-
erty held by one person for life with re-
mainder to another person, the deduc-
tion for depreciation shall be computed
as if the life tenant were the absolute
owner of the property so that he will be
entitled to the deduction during his
life, and thereafter the deduction, if
any, shall be allowed to the remain-
derman.

(b) Trusts. If property is held in trust,
the allowable deduction is to be appor-
tioned between the income bene-
ficiaries and the trustee on the basis of
the trust income allocable to each, un-
less the governing instrument (or local
law) requires or permits the trustee to
maintain a reserve for depreciation in
any amount. In the latter case, the de-
duction is first allocated to the trustee
to the extent that income is set aside
for a depreciation reserve, and any part
of the deduction in excess of the in-
come set aside for the reserve shall be

apportioned between the income bene-
ficiaries and the trustee on the basis of
the trust income (in excess of the in-
come set aside for the reserve) allo-
cable to each. For example:

(1) If under the trust instrument or
local law the income of a trust com-
puted without regard to depreciation is
to be distributed to a named bene-
ficiary, the beneficiary is entitled to
the deduction to the exclusion of the
trustee.

(2) If under the trust instrument or
local law the income of a trust is to be
distributed to a named beneficiary, but
the trustee is directed to maintain a
reserve for depreciation in any amount,
the deduction is allowed to the trustee
(except to the extent that income set
aside for the reserve is less than the al-
lowable deduction). The same result
would follow if the trustee sets aside
income for a depreciation reserve pur-
suant to discretionary authority to do
so in the governing instrument.

No effect shall be given to any alloca-
tion of the depreciation deduction
which gives any beneficiary or the
trustee a share of such deduction
greater than his pro rata share of the
trust income, irrespective of any provi-
sions in the trust instrument except as
otherwise provided in this paragraph
when the trust instrument or local law
requires or permits the trustee to
maintain a reserve for depreciation.

(c) Estates. In the case of an estate
the allowable deduction shall be appor-
tioned between the estate and the heirs
legatees, and devisees on the basis of
income of the estate which is allocable
to each.

[T.D. 6500, 25 FR 11402, Nov. 26, 1960. Redesig-
nated, T.D. 6712, 29 FR 3653, Mar. 24, 1964]

§ 1.167(i)–1 Depreciation of improve-
ments in the case of mines, etc.

Property used in the trade or busi-
ness or held for the production of in-
come which is subject to the allowance
for depreciation provided in section 611
shall be treated for all purposes of the
Code as if it were property subject to
the allowance for depreciation under
section 167. The preceding sentence
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shall not limit the allowance for depre-
ciation otherwise allowable under sec-
tion 611.

[T.D. 6500, 25 FR 11402, Nov. 26, 1960. Redesig-
nated, T.D. 6712, 29 FR 3653, Mar. 24, 1964]

§ 1.167(l)–1 Limitations on reasonable
allowance in case of property of
certain public utilities.

(a) In general—(1) Scope. Section 167(l)
in general provides limitations on the
use of certain methods of computing a
reasonable allowance for depreciation
under section 167(a) with respect to
‘‘public utility property’’ (see para-
graph (b) of this section) for all taxable
years for which a Federal income tax
return was not filed before August 1,
1969. The limitations are set forth in
paragraph (c) of this section for ‘‘pre-
1970 public utility property’’ and in
paragraph (d) of this section for ‘‘post-
1969 public utility property.’’ Under
section 167(l), a taxpayer may always
use a straight line method (or other
‘‘subsection (l) method’’ as defined in
paragraph (f) of this section). In gen-
eral, the use of a method of deprecia-
tion other than a subsection (l) method
is not prohibited by section 167(l) for
any taxpayer if the taxpayer uses a
‘‘normalization method of regulated
accounting’’ (described in paragraph
(h) of this section). In certain cases,
the use of a method of depreciation
other than a subsection (l) method is
not prohibited by section 167(l) if the
taxpayer used a ‘‘flow-through method
of regulated accounting’’ described in
paragraph (i) of this section) for its
‘‘July 1969 regulated accounting pe-
riod’’ (described in paragraph (g) of this
section) whether or not the taxpayer
uses either a normalization or a flow-
through method of regulated account-
ing after its July 1969 regulated ac-
counting period. However, in no event
may a method of depreciation other
than a subsection (l) method be used in
the case of pre-1970 public utility prop-
erty unless such method of deprecia-
tion is the ‘‘applicable 1968 method’’
(within the meaning of paragraph (e) of
this section). The normalization re-
quirements of section 167(l) with re-
spect to public utilityproperty defined
in section 167(l)(3)(A) pertain only to
the deferral of Federal income tax li-
ability resulting from the use of an ac-

celerated method of depreciation for
computing the allowance for deprecia-
tion under section 167 and the use of
straight line depreciation for com-
puting tax expense and depreciation ex-
pense for purposes of establishing cost
of services and for reflecting operating
results in regulated books of account.
Regulations under section 167(l) do not
pertain to other book-tax timing dif-
ferences with respect to State income
taxes, F.I.C.A. taxes, construction
costs, or any other taxes and items.
The rules provided in paragraph (h)(6)
of this section are to insure that the
same time period is used to determine
the deferred tax reserve amount result-
ing from the use of an accelerated
method of depreciation for cost of serv-
ice purposes and the reserve amount
that may be excluded from the rate
base or included in no-cost capital in
determining such cost of services. The
formula provided in paragraph (h)(6)(ii)
of this section is to be used in conjunc-
tion with the method of accounting for
the reserve for deferred taxes (other-
wise proper under paragraph (h)(2) of
this section) in accordance with the ac-
counting requirements prescribed or
approved, if applicable, by the regu-
latory body having jurisdiction over
the taxpayer’s regulated books of ac-
count. The formula provides a method
to determine the period of time during
which the taxpayer will be treated as
having received amounts credited or
charged to the reserve account so that
the disallowance of earnings with re-
spect to such amounts through rate
base exclusion or treatment as no-cost
capital will take into account the fac-
tor of time for which such amounts are
held by the taxpayer. The formula
serves to limit the amount of such dis-
allowance.

(2) Methods of depreciation. For pur-
poses of section 167(l), in the case of a
declining balance method each dif-
ferent uniform rate applied to the un-
recovered cost or other basis of the
property is a different method of depre-
ciation. For purposes of section 167(l), a
change in a uniform rate of deprecia-
tion due to a change in the useful life
of the property or a change in the tax-
payer’s unrecovered cost or other basis
for the property is not a change in the
method of depreciation. The use of
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